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I rL CHAPTER 1 c 

According t o  Department o f  Comerce s t a t i s t i c s ,  t o t a l  f o re ign  .. 

investments i n  the United S t a t e s  a i t  the end o f  1973 are estimated a t  

$62.2 b i l l f on - -$17 .7  b i l l i o n  i n  f o r e i g n - d i r e c t  investments and $44.5 

b l11  i o n  i n  foreign portfol  i o  investments. 

these f igures has been sharply questioned i n  recent months and new 

ef for ts  t o  more accurately determine the extent  and impact of these 

investments are just beginning. 

However, t h e  accuracy of 

U.S. AUTHORITY FOR KEEPING ABREAST 
OF FOREIGN INVESTMENT A C T I V I T I E S  

O f f i c i a l  s t a t i s t i c s  on fo re ign  investments have been c o l l e c t d  

p r i m a r i l y  fo r  i nc lus ion  i n  the balance-of-payments data reported t o  

the In te rna t i ona l  Ivlonetary Fund pursuant t o  sect ion 8 of t h e  Bret ton 

Moods Agreements Act, as amended (22 U.S .C .  286-286k-1). The focal  

po in ts  f o r  compil ing and maintaining these s t a t i s t i c s  have been the 

K)epartrnent o f  ComerceIs ~ u r e a u  o f  Economic Analysis ( for  d i r e c t  i n -  

vestments) and the Department of the Treasury's O f f i c e  o f  the Ass is tant  

Secretary for I n te rna t i ona l  A f f a i r s  ( for  p o r t f o ?  i s  investments). 

Addi t ional  authordty, d i rected toward developing more comprehensive 

data, was enacted on October 26, 1974, when the President signed Senate 

B i l l  2840, the Foreign I t ~ ~ e ~ t ~ ~ e n t  Study Act o f  1974 ( P ~ b l l c  Law 93-479). 

The a c t  authortzes and d i r e c t s  the Secretaries o f  Commerce and the 

Treasury t o  conduct a comprehensive o v e r a l l  stu 

and p o r t f o l i o  investments i n  the Uni ted  States. To the extent  t h a t  the 

of f o re ign  d i r e c t  



Secrethies determine feasible, the study i s  to incl&e analyses bf  the 

effects of these investments I n  various areas o f  the economy. 

D I R E C T  vs PORTFOLIO INMESTMENVS 
6? a 

Foreiqn direct investment 1s described as ownership by a single 

person or organization o f  at least 10 percent o f  a U.S.  enterprise's 

voting stock or equivalent Interest and i s  considered to be aimed at 

control ling the  management o f  the organization. 

Foreign portfolio investments, on the other hand, assume a passive 

management role and, along w i t h  bonds and other securities, include 

ownership of less than 10 percent. of an enterprise's voting s tock .  

the new study o f  foreign investments began, the level of stock acquisition 

differentiating the two types o f  investment was 25 percent. 

SCOPE OF GAO SURVEY 

Until 

Because of the lack of adequate information in the face o f  accelerating 

foreign investment activities and became of intense congressional and 

public interest, we made a survey of foreign investments in t h e  United 

States. We tal ked wi th  Federal, State, and 1 oca? government officials 

chambers o f  commerce, trade associations, academicians, bankers and 

corporate officials, and visited officials in Hawaii, Oregon, Washington, 

Colorado, Montanap Georgia, Pennsylvania, and New York City. We a l so  

talked by telephone wi th  State officfals in North  and South Carolina. 

Also, as a result o f  a congressional request received after our survey 

was underwayP we made specific inquiries into the extent that foreign 

investments are occurring in U.S. timber, mining, and agricultural businesses. 
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5 
W ~ d i d l  net attempt an exhaustive anajysis o f  t h g l a w s  of  other 

countries r e l a t i v e  t o  fore ign investment. 

have already been undertaken by the Lfbrary o f  Congress, the e x e c u t i ~ e  

branch of the  Government, and independent p r i v a t e  org3nisations and 

scholars. Bur comments on United Sta tes  and other countries'  constraints 

on foreign investments are i n  chapter 4. 

Several suck legal stud ies  



p1 CHAPTER 2 

ACCELERATION OF FOREIGM INVESTMENT A C T I V I T I E S  

b 

Foreign investments i n  the United States accelerated a t  a record 

pace dur ing 1973. 

r a t e  o f  about  $613 m i i l l i o n  s ince 1960, increased by $3.5 b i l l i o n . '  

growth o f  fo re ign  d i r e c t  investments i s  charted i n  appendix I .  

D i r e c t  investments, which had increased a t  an annual 

 he 

P o r t f o l i o  investments, i n c l u d i n g  a record $2.8 b i l l i o n  i n  n e t  stock 

purchases9 increased by $4 .5  b i l l i o n .  Despite t h i s  i n f l ow ,  the o v e r a l l  

va luat ion of fore ign p o r t f o l  i o  inveslments decreased by near ly  $1 5 

b i l l i o n  i n  1973 as the r e s u l t  o f  a $6 b i l l i o n  negative va lua t i on  ad jus t -  

ment r e f l e c t i n g  the drop i n  stock and bond p r i ces .  

Some factors c o n t r i b u t i n g  t o  t h i s  accelerated investment i n c l  uded 

the: 

--1971 and 1973 devaluations o f  the U.S. d o l l a r .  

--Size o f  and oppor tun i t i es  o f fe red  by the U . S .  market. 

--Decl ine o f  U.S. stock pricesg thus making domestic f i r m s  
ava i l ab le  a t  bargain pr ices.  

--Development of large, foreign-owned mu1 t i n a t i o n a l  corporat ions 
which are compet i t ive in U.S. markets and equivalent t o  U.S. 
mu l t i na t i ona ls  i n  s ize.  

- - S i g n i f i c a n t l y  h igher  r a t e  o f  9'nfl lation abroad, a t  l ea s t  u n t i l  
recent ly .  

--Narrowing wage gap between the  United States and other  developed 
countr ies.  

--Abundance o f  raw mater ia ls,  c o m o d i t i e s ,  and land as we l l  as 
expertise, technology, and labo r  i n  the United States.  

Figures for 1974, according t o  Commerce o f f i c i a l s ,  wSll n o t  be a v a i l a b l e  
u n t ' i l  the sp r ing  o f  1975. Hobzreverp one u n o f f i c i a l  est imate ind lcates t h a t  
foreign d i r e c t  investments have increased from $19.7 b i l l i o n  a t  the end 
o f  1973 t o  $28 billion i n  early 1975. 

4 
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POTENTIAL FOR U. S. INVESTMENTS 
BY O I ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~  MYIONS 

A dramtic new element o f  foreign investment has been the record 

$11 b i l l  ion invested i n  marketable U.S.  Government secu r i t i e s ,  bank 

deposits, and other short-term investments by the oil-producing nations 

dur ing  1974. Al t h o u g h  no off ic ia l  projections e x i s t  concerning the 

eventual magnitude o f  oil-revenue investments, we found the consensus of 

knowledgeable persons t o  be t h a t  such v a s t  sums are potentially involved 

as to  const i tute  a s i tuat ion without precedent. 

I n  1974 the Ford Foundatlon's Energy Policy Project issued a report 

which pointed o u t  t h a t  d u r i n g  the the &year per iod  ending January 1 ,  

1974, the price o f  o i l  rose a b o u t  515 percent. 

the f ac t  t h a t  since 1970, member nations of the oil-producing car te l  

raised taxes vir tual ly  a t  will on t h e i r  o i l  production. 

T h l s  price r i s e  reflected 

By November 30, 1974, about a year following t h e  period o f  o l l  price 

escalations,  monetary reserves of the oil-producing countries grew from 

$13.2 b i l l ion  t o  about  $43.1 Billion. Their share o f  total world monetary 

reserves increased from 7 t o  19.9 percent, as shown l"n the C h a r t  on the 

following page. 
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York money market. Thus, t he  o i l  producers are, i n  e f fec t ,  f o rc ing  

i n te rmed ia r ies  t o  shoulder t h e  r i s k  of l end ing  funds t o  the  oi l-consuming 

nations--some of which u l t i m a t e l y  may not be ab le  t o  repay t h e i r  borrow- 

ings  t o  cover s i 1  Imports. 

I t  i s  f a i r l y  we l l  recognized t h a t  p r i v a t e  banking i n s t i t u t i o n s  can 

s a f e l y  accept o n l y  a c e r t a i n  l e v e l  o f  such deposi ts  be fore  becoming vu l -  

nerable t o  insolvency; i .e. t he  i n a b i l i t y  t o  cont inue long-term lend ing  

w i t h  funds t h a t  are sub jec t  t o  near immediate withdrawal by depos i to rs .  

According t o  the  F i r s t  b t i o n a l  City Bank o f f i c i a l ,  however, t h i s  

problem w i t h  l i q u i d i t y  can be handled by manipulat ing i n t e r e s t  r a t e  

d i f f e r e n t i a l s  t o  encourage longer  term investments over shor t - te rm 

deposi ts .  Also, through i n t e r e s t  r a t e  manipulat ion, p r i v a t e  i n s t i t y t i o n s  

can, i n  e f f e c t ,  encourage prospect ive i nves to rs  t o  seek h igher  re tu rns  i n  

corpora te  s tocks and o ther  investments c a l l i n g  f o r  more d i r e c t  involvement 

and g rea te r  r i s k  assumption by the inves tors .  

According t o  the  Bank o f f i c i a l ,  the same t a c t i c  could be used t o  

encourage o i l - p roduc ing  nat ions t o  increase t h e i r  d i r e c t  l end ing  t o  h igh-  

r i s k ,  oi l-consuming coun t r i es .  

would exacerbate t h e  d i f f i c u l t i e s  o f  h e a v i l y  indebted count r ies  i n  meeting 

t h e i r  i n t e r n a t i o n a l  o b l i g a t i o n s  and could add an element o f  leverage use- 

f u l  t o  producers i n  ach iev ing  o the r  ob jec t i ves .  See pp. 35-36 ) 

SOME TYPICAL U.S. INVESTMENTS 

( I t  should be noted t h a t  t h i s ,  i n  tu rn ,  

I ran ,  an example o f  a r a p i d l y  modernizing o i l  producing nat ion,  i s  

r e p o r t e d l y  spending h e a v i l y  i n  the Uni ted States and Europe f o r  m i l i t a r y  

hardware. 

s u b s t a n t i a l  i n t e r n a l  investments t o  b u i l d  up i t s  own economic and s o c i a l  

Moreover9 i t  i s  making and w i l l  p robably  cont inue t o  make 



i n s t i t u t i o n s .  

and fac i  1 i t l e s  necessary f o r  a modern i n f r a s t r u c t u r e  and i n d u s t r i a l  base. 

This  imp l tes  mass'fve imports o f  technology, equlprnent, 

Accordfng t o  a j o i n t  ~ ~ t ~ ~ ~ u p l i q ~ e  dated March 4, 1975, the  Uni ted Sta tes  

and I r a n  have j o i n t l y  set  a t a r g e t  o f  $95 bi?lion f o r  non-o i l  t rade 

between the  two coun t r i es  over  the  nex t  5 years. I n  a d d i t i o n  t o  a se r ies  

of l a r g e  nuc lear  power p l a n t s  f o r  which the  Uni ted Sta tes  i s  expected t o  

p rov ide  nuc lear  reac tors ,  p r o j e c t s  t~ be undertaken inc lude:  

--Water desal i n a t i o n  p lan ts  (assoc iated w i t h  the  nuc lear  power p l a n t s ) .  

--20 f a c t o r i e s  f o r  t h e  produc t ion  o f  p re fab r i ca ted  housing. 

--100,000 apartments and other  housing u n i t s .  

- -5  hosp i ta l s ,  w i t h  a t o t a l  o f  3,000 beds. 

- -A  major p o r t  for hand l ing  a g r i c u l t u r a l  products, p lus  o t h e r  

--Super highways. 

--Vocational t r a i n i n g  centers. 

- - J o i n t  ventures for t he  product ion o f  f e r t i  1 i z e r s  pes t i c ides  
farm machi n w y  and processed foods. 

--Estab1 i s h m n t  o f  an in teg ra ted  e l e c t r o n i c s  i n d u s t r y .  

--The development o f  petrochemical i n d u s t r i e s .  

However, I r a n  i s  a l s o  i n v e s t i n g  abroad. 

0 

p o r t  f a c i l i t i e s .  

I n  a d d i t i o n  t o  the  subs tan t i a l  

funds prov ided t o  the  I n t e r n a t i o n a l  Monetary Fund and the  World Bank, I r a n ' s  

r e c e n t l y  repo r ted  f o r e i g n  investments inc lude:  

1. $100 m i l l i o n  for a 25-percent i n t e r e s t  i n  the  steelmaking 
subs id ia ry  o f  Krupp, the German lron and s t e e l  producer which 
i s  among the 50 ? a t y e s t  i n d u s t r i a l  companies ou ts ide  the  
Upli ted States e 



" .  e. 
' ' , 

, '.. .' 
. <  ".. 

* ... " 

2. 

3 .  

4. 

According ts news a r t i c l e s  i n  March 15475, Pres ident  Ford has 

The purchase o f  a major:, m u l t i m i l l i o n - d o l l a r  o f f i c e  b u i l d i n g  
on New York Cfty's F i f t h  Avenue. 

The purchase o f  a l a r g e  tract o f  l and  i n  the Ozarks. 

A $75-mi l l ion  l oan  t o  the Gru n A i r c r a f t  Corpora t i  on. 

t e n t a t i v e l y  endorsed Iran's proposed $3lO-mil1 i o n  f i n a n c i a l  rescue-p lan 

f o r  Pan Amerjcan Airways. I r a n  would p rov ide  $245 m i l l i o n  i n  loans and 

another  $55 m i l l i o n  i n  exchange f o r  a c o n t r o l l i n g  i n t e r e s t  i n  Pan American's 

i n t e r n a t i o n a l  cha in  of h o t e l s .  Moreover, I r a n  would be g iven op t i ons  t o  

buy up t o  6 m i l l i o n  nonvot ing shares, o r  about 13 percent  of  the  a i r l i n e ' s  

ou ts tand ing  common stock.  F ina l  se t t lement  i s  n o t  ye t  complete. 

See appendix I1  f o r  a d d i t i o n a l  examples o f  recent  f o r e i g n  i i ves tmen ts .  

B e t a i l s  o f  these o r  o the r  poss ib le  investments--particular~y t hose  

i n v o l v i n g  real esta te- -a re  d i f f i c u l t  t o  come by, and t h e  accuracy of  t he  

r e p o r t s  cannot always be ver i f ied . .  

government and p r i v a t e  o f f i c i a l s  

p i c t u r e  i s .  

p la t t ing  h i s  money." 

As acknowledged by a number of 

"Nobody r e a l l y  knows what t h e  investment 

The last t h i n g  an i n v e s t o r  wants peop'le t o  know i s  where ha 's  

FOP these reasons, i t  i s  d i f f i c u l t  t o  de te rn ine  the  f u l l  range o f  

investments o r  where investments migh t  be made i n  t h e  f u t u r e .  



CHAPTER 3 

CONGRESSIONAL CONCERNS 

Uncertainty over the magnitude and type of foreign investments 

l ike ly  to  be made i n  the United States and lack o f  re l iab le  data on 

the extent and ef fec ts  o f  existing foreign lnvestrnents have stimulated 

serious concern within the Congress over the p a s t  several months. 

The recently enacted Foreign Investment Study Act of 1974 is a 

resu l t  of this concern. 

l eg is la t ion ,  the Secretaries of Commerce and the Treasury, t o  t h e  extent 

they deem feasible ,  are  t o  include analyses of the effects  of b o t h  d i rec t  

Among the numerous tasks assigned by th i s  

and portfolio investments on the U.S .  balance o f  payments and  the e f fec ts  

of financing methods on American financial markets. Also, analyses-of 

d i rec t  investment effects  on employment opportunities a n d  practices and 

on U.S. national securi ty ,  energy, natural resources, agr icul ture ,  

environment, real property holdings and balance o f  trade a r e  required. 

A Senate b i l l  (S.  3955, 93d Cong., 2d sess . )  introducted in August 

1974 called f o r  the establishment o f  a Foreign Investment Review Adminis- 

t ra t ion  within the Department of Commerce f o r  regis t ra t ion purposes. 

was intended to  complement the Foreign Investment Study Act of 1974 in 

I t  

t h a t  i t  provides a continuing informational base on the extent of foreign , i  

! investments beyond the tenure of t h e  study. Hearings were held i n  

September 1974, b u t  no fur ther  action was taken and the b i l l  has not been ! 
1 

reintroduced i n  1975. Howevers a related b i l l  (S.  329, 9 4 t h  Cong.,  1st 

sess.  ) was introduced in January 1975 t o  require informational reports 

from foreign investors and their agents. 



Another Senate b i l l  ( S .  425, 94th Cong., 1 s t  s e s s . )  introduced i n  

January 1975 and t o  be known 8s the  Foreign Investment Study Act of 1975 

i s ,  among other th ings ,  also d i rec ted  toward prov id ing a system for  

i d e n t i f y i n g  the  extent s f  f o re ign  investments i n  the  United States. 

b i l l  requires foreign investors t o  n o t i f y  the Secur i t i es  and Exchange 

ConmissSon 30 days p r i o r  t o  acqui r ing 5 percent o r  more of any U.S. 

The 

company having assets o f  $1 m i l l i o n  o r  more. 

t o  deny such proposed acquis i t ions f o r  reasons o f  na t i ona l  secu r i t y ,  

fur therance of f o re ign  pol i c y s  o r  protect ion o f  the domestic economy. 

And d isc losure o f  bene f i c ia l  owners--foreign as w e l l  as domestic--of a l l  

pub1 i c l y  traded corporations i s  required. 

It author izes the President 

On March 3, 1975, Amendment 24 t o  S. 425 was introduced t o  p r o h i b i t  
* 

the a c q u i s i t i o n  o f  more than 5 percent o f  any U.S. company's stock by any 

fo re ign  i nves to r  who has  forced o r  attempted t o  fo rce  other  firms t o  

boycott  an American business because o f  i t s  t ransact ions w i t h  o r  i n  a 

f o re ign  country w i t h  which the United States has d ip lomat ic  r e l a t i o n s .  

The amendment i s  intended t o  assure t h a t  f o re ign  investors  w i t h  a known 

pa t te rn  of  using economic power t o  advance p o l i t i c a l  ob ject ives do not  

obta in  contro l  of  U.S. business i n te res ts .  Hearings were held on S .  425 

on March 4-6, 1975, but  the b i l l  has not  y e t  been enacted i n t o  l a w .  

Other fo re ign  investment l e g i s l a t i o n  introduced i n  the 93d Congress 

included the fol lowing b i l l s  (none o f  which was enacted): 

--N . R .  14136 (93d Cong. 2d s e s s . )  es tab l i sh ing  a National 
Foreign Investment Control Commission designed t o  r e s t r i c t  
fore ign ownership or con t ro l  o f  U.S. i ndus t r i es ,  rea l  estate,  
o r  o ther  resources deenied v i t a l  t o  U.S. economic secu r i t y  
o r  nat ional  defense. (Reintroduced on January 14, 1995, as 
H.R. 945, 94th Cong., 1 s t  s e s s . )  

1 2  



- -H.R.  94138 (936 Cong., 26 s e s s . ) ,  establishing a joint 
congressional committee for overseeing and monitoring 
activities of the above Foreign Investment Control 
Commission, (Reintroduced on January 14, 1975, as H.R. 
954, 94th Cong. 

ownership o f  U.S. enterprise to no more than 5 percent 
of corporate voting stock. (No hearings were he ld  and 
the b i l l  has not been reintroduced in 9975.) 

1 s t  sess . 
--H.R. 8951 (938 Cong., 1st sess .) restricting foreign 

Neither H.W. 945 nor N . R .  954 o f  the 94th Congress has Yet been 

enacted into law. 

There is, however9 a body of opposition to most foms of restrictive 

measures. An editorial in the October 1974 issue o f  "Fortune" magazine 

inferred that it was in the U . S .  interest to encourage the Arabs t o  move 

their money from volatile bank deposits into long-term investments. 

Simi I arly , one of the concl us ions from a recent congress i onal 1)-s ponsored 

study advocated that: 

'I* * * a major goal of U . S .  policy must be to provide 
sufficient investment opportunities for the o i  7 exporting 
countries and to facilitate the recycling of international 
capi ta 1 flows , I' 

To improve the climate for international trade and investment, it 

was recommended that the United States: 

"Facilitate the productive investment of  surplus oil 
revenues in the U , S .  Oil exporting country investment 
in oil refining and markerjng facilities should be 
encouraged in particular. 

State and Federal officials have joined w i t h  private spokesmen i n  

opposing any abrupt reversal of U.S. policy toward foreign investment. 

In general, they oppose screening and restricting of foreign investment 

'Taken from a report entitled "Oil Imports and Energy Security: Analysis 
o f  the Current Situation and Future Prospects." The report was prepared 
by a t e r n  of econornists from Southern fllinois University and p~blished 
by the House Committee on Banking and Currency in Seat. 1974. 
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C'HBPTER 4 

UNITED STATES AND OTHER COUNTRIES * RESTRAINTS 

ON FOREIGN TNVESTlviENTS 

The United States has selective restrictions on foreign ownership 

of U.S. enterprfses engaged in such areas as commercial aviation, communi- 

cations systemsB hydroelectric powero -nuclear energy, and national defense. 

(See app. 111.) However, because o f  the difficulty of identifying owner- 

ship of U.S. corporations, there is concern over how effectively these 

restrictions can be enforced. Even with regard t o  n a t i o n a l  defensep i t  

is nearly impossible t o  determine whether a listed stockowner of a large 

defense contractor is acting on behal f OF foreign i nterests . 
an Iranian attempt to acquire a controlling interest in Lockhed Aircraft 

Nevertheless 

Corooration was thwarted in December 1974. 

By and large, the executive branch advocates unrestricted free flow 

of capital and is reluctant to take any action that could be viewed as 

screening or otherwise restricting foreign investments. The President 

in signing the Foreign Investment Study Act of 1974, stated: 

"As I sign this a c t ,  I reaffirm that it is intended to gather 
information only. 
in America's traditional open door policy towards foreign 
investment. We continue t o  believe that the operation of free 
market forces will direct worldwide investment f lows in the 
most productive way. Therefore my administration will oppose 
any new restriction on foreign investment in the United States 
except where absolutely necessary on national security grounds 
or to protect an essential national interest." 

It i s  not i n  any sense a sign of a change 

Though continuing to reaffirm an open-door policy, the President stated 

in February 1975 that foreign investors would be welcome In the United 

States as long as they conformed t o  the principles o f  U.S. society-an 

obvious response t o  reports concerning the Arab boycott of U.S. firms 



(see p. 35 ). Also,  Administration spokesmen are favoring increased 

disclosure of the beneficial owners o f  any Investments held In nominee 

or third-party names. 

negotiate agreements with key foreign government investors to provide 

for consultation with the U . S .  Government prior t o  making major direct 

investments in the United States. The executive branch also wishes t o  

retain the freedom to establish its own system for monitoring foreign 

investment, analyzing trends and evaluating prospective impacts of 

significant investment proposals. 

At the same t l m e ,  the executive branch wishes t o  

As noted in congressional hearings, there are few State or local 

restrictions on foreign investments. 

competition with each other t o  attract foreign investments, and many 

maintain staffs in other countries to actively promote their State's 

advantages for investment opportunities, particularly in the area of 

new plant facilities. 

Indeed, States are in sharp 

In some instances, howeverg U.S. corporate management and stock- 

holders have successfully opposed foreign takeovers. The unsuccessful 

tender offer by Liquifin, A . G . ,  an Italian firm, for 50 percent o f  the 

Ronson Corporation was settled by court action. In another example, a 

Saudi financier withdrew his offer o f  $14 million for a 33-percent interest 

in the First National Bank OB San Jose when it became apparent that stock- 

holders would vote it down. 

Other countrfes have m ~ r e  restralnts on foreign investments than 

does the United States. 

depending on a country's status as a developed o r  less-developed nation. 

The intensity of these restraints may vary, however, 
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Generally, f o r e i g n  investment regulat lons I n  the  developed nations do 

not  appear t o  Rave been imposed t o  limit such investments so much as t o  

monitor them for consistency w i t h  nat ional  balance-of-payments a n t i t r u s t  

or other  p o l i c i e s  and t o  lessen the ef fect  on the domestlc economy of 

i n t e r n a t i o n a l  economic f l u c t u a t i o n .  

A s ingu la r  exception among such nations i s  Japan, where a l l  proposed 

fo re ign  investments have been screened by the government s ince 1950, when 

l e g i s l a t i o n  was enacted t o  ,p ro tec t  the o rde r l y  development of Japan's 

economy. I n  a l i k e  manner, Kuwait 's a c q u i s i t i o n  o f  14 percent of  the 

Daimler-Benm automotive f i r m  has generated speculat ion t h a t  West Germany 

may now be considering the need f o r  repo r t i ng  and other  const ra in ts  on 

incoming investments. I t  was reported tha t ,  f o l l o w i n g  Kuwait's acqu is i t i on ,  

one of West Germany's l a rges t  p r i v a t e  banks acquired the c o r t r o l l i n g  

i n t e r e s t  i n  Daimler-Benz i n  a move calculated t o  r e t a i n  ownership and 

con t ro l  o f  t h e  f i r m  w i t h i n  the country. 

- 

I n  Belgium, foreigners are required t o  ob ta in  government permission 

before acqui r ing stock i n  a Belgian corporat ion and fo re ign  transact ions 

o f  the country 's banks are government-regulated. A regulatory  agency i s  

responsible f o r  enforcement, but  the King i s  authorized t o  intercede where 

necessary i n  the case of  f o re ign  transact ians.  

Great B r f t a i n  examines a l l  fore ign acquis i t ions t o  determine whether 

the t ransact ion i s  made a t  a f a i r  market p r i ce .  

l a rge  foreign investments are screened by the B r i t i s h  Government. 

However, only extremely 

I n  Switzerland, the permission of the National Bank must be obtained 

before foreigners can establ ish 01" take over a business. I n  an e f f s r t  

be l ieved t o  be re la ted  t o  the control of i n f l a t i o n ,  the S w i s s  recen t l y  



adopted measures prevent ing  fore igners from buying Swiss securities o r  

r e a l  estate.  

c i t i z e n s  l i v i n g  I n  t h e  country .  

The m a j o r i t y  of a Pim's d i r e c t o r s  must a l s o  be Swiss 

Canada has r e c e n t l y  adopted laws 1 i m i t i n g  f o r e i g n  p a r t i c i p a t i o n  i n  

such areas as comun ica t i ons  t ranspor ta t i on ,  a i r l i n e s  f i s h i n g  o r  

sh ipp ing  companies, mines, and loan  companies. Canada screens a l l  fo re ign  

takeover b i d s  of en te rp r i ses  hav ing assets o f  $250,000 o r  g r e a t e r s  proposed 

new fo re ign -con t ro l l ed  businesses, and new businesses t o  be es tab l i shed  

by fore igners al ready doing business there .  

I n  c o n t r a s t  t o  t h e  foregoing examples o f  l e g i s l a t i v e  and o t h e r  

c o n s t r a i n t s  

have e f f e c t i v e l y  p laced much of  t h e i r  bas ic  i n d u s t r y  o f f  l i m i t s  t o  

f o r e i g n  i nves to rs  by t h e  s imple dev ice o f  n a t i o n a l i z i n g  i t .  

i t  i s  genera l l y  recognized t h a t  South American coun t r i es  

- 
The t r e n d  of less-developed na t ions  of  the wor ld  appears t o  be 

toward r e g u l a t i n g  fo re ign  investment and consequent f o r e i g n  in f luence 

i n  o rde r  t o  (1) prevent ex te rna l  c o n t r o l  o f  impor tan t  sec tors  of t h e  

economy or o f  raw mate r ia l s ,  ( 2 )  s t i m u l a t e  o r  f a c s ' l i t a t e  n a t i o n a l  

p a r t i c i p a t i o n  i n  t h e  investment,  and (3)  d im in i sh  t h e  r i s k  of hav ing 

n a t i o n a l  p o l i c i e s  unduly in f luenced by t h e  p o l i c i e s  or  prac t i ces  of 

f o r e i g n  n a t i o n a l s  . 
-- U . S .  OPPOSITION TO EXCLUSIONARY 
POLICIES AND RESTRICTIONS 

Government and p r i v a t e  spokesmen have expressed c o n s i s t e n t  o p p o s i t i o n  

t o  f o rmu la t i ng  U . S .  po l ic l ies  and r e s t r i c t i o n s  on t h e  bas i s  o f  what i s  done 

i n  o t h e r  coun t r i es .  Some o f  t h e i r  arguments a r e  as fo l l sws.  



1.  The policies o f  cer taln countrjes have been based 

upon purely domestjc pol dtical considerations within 

those countries. 

2.  Some countries'  restrictions were applied--as i n  the 

case o f  Canada--because foreigners a1 ready dominated 

important sectors of the economy. 

3. Foreign investment has been such a small proportion of 

the U.S .  economy ( 2  percent of gross domestic investment 

i n  9973) compared w i t h  that  o f  many other developed 

countries t h a t  adopting other countries policies would 

be unwarranted a 

There i s  no current reason f o r  the  United States t o  t o t a l ly  

abdicate or  reverse i t s  international leadership role with 

regard t o  easing res t r ic t ions  on foreign investment and 

international capital  flows e 

4. 
ZI 

As of early 1975, most industrial  financial and government leaders 

i n  the United States oppose extreme res t r ic t ions  because they fear  

(1 ) needed foreign c a p i t a l  wou'ld be driven away and ( 2 )  l imitation o r  

re ta l ia t ion  a g a i n s t  the United States own $120 b i l l i on  i n  overseas 

investments. 

Many of these leaders, however, believe t h a t  limited legis la t ion is 

needed because a l l  .Swvestsrs have a 8-Oght t o  know i n  what economic sectors 

they are welcome. l [ n v e s t o ~ s  should never be vulnerable t o  hos t i le  publicity, 

which t h e  vi r tua l ly  unrestricted investment s i tua t ion  i n  t he  United States 

so clear ly  i n v f t e s .  The overall idea--conveyed t o  us in nunierous 
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CHAPTER 5 

EXIST ING FOREIGN INVESVWENT STATISTICS 

Qwing t o  t he  h i s t o r i c a l l y  small  volume o f  f o r e i g n  investments 

I n  t he  Uni ted States, t he  need f o r  accurate s t a t i s t i c s  has received 

r e l a t i v e l y  1 i t t l e  a t t e n t i o n  or p r i o r i t y .  

Government s t a t i s t i c s  a1 though prov id ing  reasonably s a t i s f a c t o r y  

balance-of-payments data, are outdated, incomplete, and r e a d i l y  

acknowledged by execut ive  branch o f f i c i a l s  t o  be sub jec t  t o  wide 

margins o f  e r r o r .  

p r i v a t e  sector, e i t h e r .  

Consequently, e x i s t i n g  

Re l i ab le  s t a t f s t i c s  are n o t  a v a i l a b l e  from the  

The s t a t i s t i c a l  bases o f  o f f i c i a l  U.S. f o r e i g n  investment data 

are a 1959 benchmark survey of f o r e i g n  d i r e c t  investment and a 7941 

benchmark survey o f  f o r e i g n  por t fo l io  investment updated i n  1949 

us ing I n t e r n a l  Revenue Service data. 

In fo rmat ion  on p o r t f o l i o  investments i s  e s p e c i a l l y  d i f f i c u l t  t o  

develop because the i d e n t i t y  of corporate s tockholders i s  of ten  

concealed v i a  nominee o r  t h i r d - p a r t y  names. Thus the  bene f i c ia l  owner 

and the  investment count ry  of o r i g i n  a re  obscured. S i m i l a r l y ,  i n fo rmat ion  

on investments i n  U.S. r e a l  es ta teo  whether i n  c o m e r c i a l o  farmP ranch 

o r  t imber  lands9 i s  e q u a l l y  d i f f i c u l t  t o  acquire. 

D i r e c t  investments arc somewhat inore v i s i b l e ,  a1 though s t a t i s t i c s  

on these a lso  are genera l l y  recognized as inadequate, The Commerce 

Department's 1959 d i rect - investment  survey cons is ted  o f  data taken from 

quest ionnai res f i l e d  by 1,170 fsre~gn-con%r*olHed enterpr ises .  These 
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s ta t i s t ics ,  according to  Comerce off ic ia ls ,  have been perlodically 

updated based on questionnaires f i led quarterly by selected f i  ms e 

Currently, quarterly reports are filed by some 400 F t m s  havfng 

investments o f  a t  least  $2 mllllon I n  the United States. Press 

reports and public announcements are used in determining new eligible 

firms t o  be included among those reqdred t o  report. 

These s ta t i s t ics  have been developed primarily f o r  halance-of- 

payments purposes and  are intended t o  measure capital Plows. Book 

values are recorded rather t h a n  market values. This d a t a  does n o t  

include any portion of investment financed through borrowing in the 

U.S. market. 

market and  $5 million i s  flarnlshed from foreign powers, only $3 million 

o f  a $25-rnll lion inves&ment will appear i n  Comrce statist ics--a 

s ta t i s t ica l  understatement of 80 percent. 

STATUS OF THE N E W  SURVEY 

For example, i f  $20 million i s  borrowed in the U.S. 

The Departments o f  Commerce and the Treasury initiated a new 

benchmark survey prior t o  the enactment o f  the Foreign Investment Study 

Act of 1974. Each Department proceeded independently t o  establish i t s  

own reverse-investment survey s t a f f ,  d r a f t  i t s  own survey question- 

naire, snd  develop i t s  own rnalling l i s t ,  w i t h  Commerce concentrating 

on direct investments and the Treasury on portfolio investments. Both 

parts of the survey will  be based upon yearend 1974 da ta  b u t  will be 

independently processed. F i n a l  reports are expected t o  be available 

in 1976. 



The a c t  requ i res  the amassln9 of more extens ive  data on fo re ign  

investment; places new emphasis on the ana lys i s  of reverse-investment 

impact on employment, domestic buslness competition, and f lnanc inq  

methods; and requ i res  both f u l l  anel inter im r e p o r t i n g  t o  the  Congress 

on the  survey f i nd ings .  

Although we were assured by Comerce representa t ives  t h a t  the 

a n a l y t i c a l  e f f o r t  would be s t r u c t u r e d  t o  respond as c l o s e l y  as poss ib le  

t o  the  l e g i s l a t i o n ' s  f u l l  requirements independent observers have 

r a i s e d  the  f o l l o w i n g  questions i n  discussions w i t h  GAO about t h e  

v a l i d i t y  of the Departments' approaches. 

1. 

2. 

3 .  

4. 

5. 

6. 

Whether the  benchmark e f f o r t  would be less e f f i c i e n t ,  
o r  even less  accurate, because i t  would be pursued by 
two separate Government departments r a t h e r  than by a 
s ing le  specia l  i zed group. 

Whether t he  ~ommerce survey was t o o  s'lmllar I n  
desfgn and empimsis t o  the "companion p i e c e l "  
being c i r c u l a t e d  t o  U.S. inves tors  abroad t o  meet 
the  requirements of the  l egi  sl a t fon ,  

Whether there had been s u f f i c i e n t  p a r t i c i p a t i o n  i n  
the  ear'ly p repara t ion  o f  the survey ques t ionna i re  
by persons who workg and a r e  the re fo re  f a m i l i a r ,  w i t h  
the manner i n  which l a rge  business en te rp r i ses  conduct 
t h e i r  accounting and recordkeeping a c t i v i t i e s .  

Whether the survey would study the  possible i n f l a t i o n a r y  
impact of f o r e i g n  investment, an aspect  o f  g rea t  
i n t e r e s t  

Whether v a l i d  data an fo re ign  ownership of r e a l  es ta te  
Cou'id be ob ta ined ,  

Whether the  u l t i m a t e  country  o f  o r i g i n  o f  Poreiqn i nves t -  
ments could be accura te ly  deteml"ned. 

]The "companion p iece"  1 s  the 7973 Comrce survey quest ionnai re 
t o  U.S, businesses opera t ing  abroad, a mandatory p e r i o d i c  r e p o r t  
pursuant t o  the prov is ions  o f  sec. 8 o f  the Bre t ton  Woods Aorements  
Act. 



7. Whether c e r t a i n  R l s t o r i c a l  fo re ign  Investment jmgacts, 
such a s  employment and/or expor t - impor t ,  coul cl be ascer-  
tafned f rom t h e  ques t ionna i re  o r  would have t o  be based 
on comparisons over  time. 

8. M e t h e r ,  i n  a d d i t i o n  t o  the  t r a d i t i o n a l  " f i n a n c i a l  
statement' '  approach wi th  s'ts emphasis on balance-of- 
payments and employment considerat ions,  a t t e n t i o n  should 
a l s o  be g iven t o  developing data on technology. 

A I  though o the r  independent observws a1 so cons i s t en t1  y a f f  i rmed 

t o  GAO t he  value o f  a new benchmark survey9 they po in ted  o u t  p o t e n t i a l  

d i f f i c u l t i e s ,  suck as how the Un i ted  States m i g h t  impose and enforce 

r e p o r t i n g  requirements on fo re ign  na t i ona ls ,  t he  p o s s i b i l i t y  OF 

e labora te  schemes t o  evade i n v e s t o r  i d e n t i t y ,  and t h e  except iona l  

n a t u r e  of o i l  revenue investments which--unl i ke past  f o r e i g n  inves tments -  

a t t a c h  new importance t o  the i n v e s t o r  n a t i o n  r a t h e r  than t o  the  o ' i ves to r  

i n d i v i d u a l  o r  group. 

The f i n a l  ve rs ion  o f  the Commerce ques t ionna i re  i s  a reasonably 

comprehensive 12-page document t h a t  seems complete and easy t o  under- 

stand. However, i t  does not p rov ide  f o r  data, such as Sta te  and  loca l  

income taxes paid,  t h a t  would be h e l p f u l  i n  ana lyz ing  the  l o c a l  impact 

o f  d i r e c t  investments. On the  o the r  hand, Comerce does n o t  plan f o r  

the survey t o  i nc lude  sample case s tud ies  on local  community impact. A 

Commerce o f f i c i a l  t o l d  us i n  December 1974 t h a t  gu ide l i nes  were being 

developed for the ana lys i s  e f f o r t  and t h a t  the  work d e s c r i p t i o n  f o r  

seven t o  nine planned con t rac ts  was being rev ised.  The o f f i c i a l  s a i d  

the  c o n t r a c t s  would r e q u i r e  f i e l d  v i s i t s ,  but o n l y  t o  make i n q u i r i e s  

i n t o  such areas as mo t i va t i ons  f o r  i nves t ing ,  techniques o f  operat ions,  



and l abo r  p rac t ices .  tie also  t o l d  VIS t h a t  Commerce e f f o r t s  would 

be o r l e n t e d  toward sturdies o f  key i n d u s t r i e s  and would q i v e  

spec ia l  attentJon t o  such selec d States a s  Hawaii and Alaska 

where the  foreign investment p r o f i l e  i s  prominent. 

According t o  agency o f f i c i a l s ,  a t  the end o f  December 1974 the  

Treasury m a i l i n g  l i s t  t o t a l e d  sme 12,030 f i m i s  and the  Comerce l i s t  

was estimated a t  10,000 t o  '11,000 f i rms.  

t o  f i l e  the quest ionnai res a re  March 1, 1975, f o r  t he  Treasury and 

A p r i l  30, 1975, f o r  Comexe .  Bsth agencies expect t o  g ran t  t ime 

extensions t o  respondents who j u s t i f y  such requests. AI though Treasury 

expects t o  meet both the  Snterim and f i n a l  r e p o r t i n g  deadlines es tab-  

l i s h e d  by the a c t  (an i n t e r i m  r e p o r t  t o  the  Congress i n  October 1975 

and a f i n a l  r e p o r t  i n  A p r i l  1976), Comerce has i n d i c a t e d  t h a t  i t  may 

be necessary t o  seek a t ime extens ion on the  f i n a l  r e p o r t  date. 

Deadlines f o r  respondents 

Respondent quest ionnai res w i l l  r equ i re  ex tens ive  processing and 

ana lys i s  before the two r e p ~ r t s  t o  the  Congress can be prepared. We 

l earned t h a t  the  Treasury in tends t o  r e l y  h e a v i l y  on i t s  in-house s t a f f  

f o r  a n a l y t i c a l  work, wh i l e  Comerce intends a subs tan t i a l  p o r t i o n  o f  

i t s  ana lys is  t o  be handled by cont rac tors ,  Commerce o f f i c i a l s  t o l d  us 

l a t e  i n  January 1975, however, t h a t  owera l l  p lans f o r  the  necessary 

con t rac t i ng  had no t  been f i n a l i z e d ,  

CONCERNS OVER POSSIBLE IMPEDIMENTS 

I n  d iscuss ions w i t h  bankers, fnvestment s p e c i a l i s t s ,  and comerce-  

o r i en ted  p r i v a t e  groups i n  New Ysrk City, hopes were expressed t o  GAO 

representa t ives  t h a t  the U,S, Government would avo id  r a i s i n g  the  



impression t ha t  the survey i s  the first step toward r i g f d  a n t i f o r e i g n  

investment pol i c i e s .  These p r i v a t e  spokesmen also  suggested t h a t  

investor  anxiety could reduce fore ign  capi ta l  inflows and thus 

aggravate the UnS ted States current economic problems. The con- 

sensus o f  the t n d i v i d u a l s  interviewed was t h a t  the United States 

should not reverse i t s  basic comitmen't t o  an open world economy. 

c 



CHAPTER 6 

1 NFORMT %Of1 SOURCES 

I n f o m a t i o n  on forefgn investment i n  the United States i s  ava i l ab le  

from numerous pub l i c  and glrfvate sources, bu t  none o f  i t  provides an 

accurate measure o f  t he  natures extent, or  ef fects  of foreign investment 

i n  t h i s  country. 

FEDERAL LEVELS 

The various Federal departments, agencies and commissions maintain 

records appropriate t o  thedr p a r t i c u l a r  functions and in te res ts  both a t  

t h e i r  headquarters and f i e l d  o f f i c e s .  

c o l l e c t i o n  ef for ts o f  Commerce and Treasury previously discussed, i d e n t i -  

f i c a t i o n  o f  fore ign investment has been s'ncidental t o  the purpose@ f o r  

which these records were maintained. 

However, except f o r  the data 

A ce r ta in  amount o f  f o re ign  investment i s  i d e n t i f i e d  i n  t h i s  manner, 

b u t  agencies have not made concerted ef for ts  t o  determine the extent of 

such investment, nor are t h e i r  records complete o r  extensive enough t o  

provide an accurate p i c t u r e  of f o re ign  investment i n  t h i s  country. 

The Secur i t ies  and Exchange Commission (SEC),  f o r  example, had 

information only  on the la rger ,  p u b l i c l y  held corporations and t h e i r  major 

stockholders of record, Furthermore, SEC's various repo r t i ng  requirements 

were not keyed t o  d i s t i n g u i s h  between domestfc or f o re jgn  secu r i t i es  

issuers and investors except i n  the case of foreign governments. Thus, 

d i f f i c u l t i e s  are encountered i n  i den t i f y i ng  benef ic ia? owners and t h e i r  

countr ies o f  residence when "nominee" o r  t h i r d - p a r t y  names appear i n  

SEC records. Because of these l i m i t a t i o n s ,  SEC o f f i c i a l s  s ta ted t h a t  i t  



would be burdensome and c o s t l y  t o  research t h e i r  mass of repo r t s  and 

t h a t  such e f fo r t s  would y l e l d  n e i t h e r  accurate no r  complete data.  

The I n t e r n a l  Revenue Service,  w i t h  i t s  ex tens ive  coverage, i s  

another  p o t e n t i a l  SOUP"CC? o f  data on f o r e i g n  investments,  a l though 

present  law l i m i t s  access t o  t h i s  in fo rmat ion .  I t  presen t l y  c o l l e c t s  

f o r e i g n  investment i n fo rma t ion  through co rpo ra t i on  income tax r e t u r n s 9  

bo th  those o f  f o r e i g n  corpora t ions  w i t h  u.S.-based branches (form 1120F) 

and those of U.S. corpora t ions  (Fom 1120). I n fo rma t ion  i s  a l s o  a v a i l -  

ab le  from Form 1042, a r e p o r t  by w i thho ld ing  agents on taxes w i t h h e l d  

and amounts o f  d iv idends,  i n t e r e s t ,  r e n t ,  r o y a l t i e s ,  and o t h e r  income 

pa id  t o  nonres ident  a l i e n  i n d i v i d u a l s  fo re ign  par tnersh ips  , o r  f o re ign  

corpora t ions .  

U.S. co rpo ra t i on  t a x  re tu rns  (Form 1120) p rov ide  f o r  t he  i d e n t i f i c a -  

t i o n  of any a l i e n  corpora t ion ,  i n d i v i d u a l ,  pa r tne rsh ip ,  t r u s t ,  or 

assoc ia t i on  owning 50 percent  o r  more o f  the r e p o r t i n g  c o r p o r a t i o n ' s  

v o t i n g  s tock.  This  data provides p o t e n t i a l l y  usefu l  supplementary i n f o r -  

mat ion on fo re ign  investment i n  the  Un i ted  States b u t  not  a comprehensive 

p i c t u r e  because : 

1 .  Corporat ions hav ing l ess  than 50 percent  of t h e i r  s t o c k  
owned by a s i n g l e  fo re ign  corpora t ion ,  i n d i v i d u a l ,  pa r tne r -  
ship,  t r u s t ,  o r  assoc ia t i on  a re  exempt f rom d i s c l o s i n g  such 
ownership. 
owned, b u t  if no one i n d i v i d u a l  or  e n t i t y  had a 50 percent  
or grea te r  share, t h i s  fac t  of ownership would n o t  be repor ted .  

Thus, a co rpo ra t i on  cou ld  be 100-percent f o r e i g n -  

2. A Department o f  A g r i c u l t u r e  r e p o r t  "Foreign Investment i n  
U.S. Agrfculture and t h e  Food System," noted t h a t  366,000 
U . S .  corpora t ions  d i d  n o t  answer t h e  questfsns concerning 
a l i e n  ownership on t h e i r  1970 tax  r e t u r n s  ( t h e  l a t e s t  year  
for  which summarized data was a v a i l a b l e ) .  
Revenue Serv ice,  according t o  the  r e p o r t ,  d i d  n o t  at tempt 
t o  i n s u r e  compliance w i t h  t h i s  r e p o r t i n g  requirement.  The 
p r i n c i p a l  reason f o r  co rpo ra t i ons '  f a i l u r e  t o  r e p o r t  f o r e i g n  
ownership I s  probably t h a t  they  do not know t h e  i d e n t i t y  of 
bene f i c fa1  owners--as opposed t o  owners of record--of  corpora te  
s tock o r  t h e  owners' n a t i o n a l i t l e s .  

The I n t e r n a l  



3.  Infomation concerning f o r e i g n  ownership was sought 
o n l y  from corporate enterprfses;  o the r  foms o f  business 
organ iza t ions  were not solicited. 

I t  should a l s o  be noted t h a t  aggi-egate data i s  compiled by t h e  

I n t e r n a l  Revenue Service, making i t  impossible t o  i d e n t i f y  f o r e i g n  

investment i n  i n d i v i d u a l  firms. There i s  no v a l i d  reason t o  re lease 

such in format ion t o  t h e  pub l i c ,  b u t  the qtjest ion a r i ses  a s  t o  whether 

i t  would be feas ib le ,  under c o n t r o l l e d  condi t fons,  t o  a l l o w  such access 

by Federal agencies respons ib le  f o r  mon i to r ing  f o r e i g n  investment a c t i v i t y  

Sn the Uni ted  States. 

n o t  on ly  as a source o f  i n fo rma t ion  b u t  a l so  to con f i rm  in fo rma t ion  

u l  t i m a t e l y  developed. 

STATE LEVELS 

I t  w u l d  seem t h a t  such access cou ld  be useful,  

A s c a r c i t y  o f  i n fo rma t ion  on f o r e i g n  investments a l s o  e x i s t s  a t  

the Sta te  l e v e l .  The var ious records kept- -corporat ion r e g i s t r a t i o n s  

p r o w r t y  recordsp etc.--are not designed t o  d i s t i n g u i s h  between a l i e n  

and domestic inves tors .  

Even the State development agencies9 whose r e s p o n s i b i l i t y  i s  to 

a t t r a c t  investment, are unaware o f  the t o t a l  ex ten t  o r  impact o f  f o re ign  

investment i n  t h e i r  States, 

from State t o  S t a t e ,  is compiled from such sot~rces as p u b l i c  announce- 

ments $ press a r t i c l e s ,  t rade jou rna ls  and Comerce Qepartment's annual 

pub l i ca t i on ,  "Foreign Direct Inves tors  i n  the Unl ted  Sta tes .  'I Manufacturing 

i s  emphasized and there i s  l i t t l e  or no in fomat jon a v a i l a b l e  on such 

areas as r e a l  e s t a t e o  p o r t f o l i o ,  or nonrnanufacturing investments, 

E x i s t i n g  in format ion,  which va r ies  i n  quali t y  
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To p o i n t  out the l a c k  of i n f o m a t i o n  a t  the State l e v e l ,  the  

Nat iona l  Assoc ia t ion  o f  State Development Agencies--the Mashington- 

based headquarters o f  the Sta te  d~velspmwt agencies-attempted t o  

s tudy the ex ten t  o f  foreign investment and i t s  impact on Sta te  

economies. The Associat ion has encouraged i t s  member States t o  main- 

t a j n  c e r t a i n  d i s c r e t e  f o r e i g n  investment d a t a  on manufacturing; 

however9 these records cover on l y  the l as t  3 o ~ "  4 years. 

s t a t e  was po in ted  o u t  as main ta in ing  reasonably d e t a f l e d  records. 

PRIWAY E SOURCES 

Only one 

I n  response t o  the l ack ,  o r  inadequacy, o f  o f f i c i a l  s t a t i s t i c s  

or s tud ies  

e f f o r t s  i n  recent  years.  However9 i t  has been confronted by t h e  same 

obstac le,  the l ack  o f  a s u f f i c i e n t  data base f rom which a r e l i a b ? e  

f o r e i g n  investment, t h e  p r i v a t e  sec tor  has made increased 

l i s t i n g  o f  f o r e i g n  

comprehensive and 

Various 1 i s t s  

compiled us ing the  

and State l eve l s ,  

j o u r n a l s  which a re  

i nves to rs  may be compiled o r  from which m a j o r ,  

d e f i n i t i v e  research can be done. 

o f  f o r e i g n  i nves to rs  do ex s t ,  b u t  they too are 

same inexac t  and unce r ta in  S Q U ~ C ~ S  employed a t  Federal 

* e e g  p u b l i c  announcementso press a r t i c l e s ,  and trade 

genera l l y  manufacturing or ien ted .  
8 

No source purpor ts  

t o  be comprehensive o r  t o t a l l y  accurate. 

As t o  s tud ies  by the p r i v a t e  sectors those t h a t  have n o t  been 

aborted e a r l y  i n  the survey process dare to t he  da ta  v o i d  have n o t  

Rsu l t cd  i n  the type o f  conc lus ive infomatdon necessary for making coherent 

p o l f c y  dec is ions  on fomlgn  investment. I n  a t  least  two cases(one a t  the 
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U n i v e r s i t y  of Colorado and one a t  Lewis and C l a r k  U n i v e r s i t y  i n  Oregon) 

at tempts t o  study fo re ign  investments were te rmina ted  because of the  

l a c k  of  d a t a e  A j o i n t  e f f o r t  by pro fessor  J e f f  Arpan, GeorgIa Sta te  

U n i v e r s i t y ,  and a s s i s t a n t  p ro fessor  David A. RIcks, Ohio S ta te  

Un ive rs i t y ,  was hampered by l a c k  of responses t o  t h e i r  quest ionnai res.  

Of n e a r l y  2,000 ques t ionna i res  c i r cu la ted ,  only 98 were re tu rned  completed 

as  requested e 

Other at tempts have been made t o  s tudy o n l y  c e r t a i n  aspects of fo re iq f l  

investments. For example, a 1971 book, e n t i t l e d  "Recent Fore ign D i r e c t  

Manufactur ing Investment i n  the Un-ited States;  An I n t e r v i e w  Study of t he  

g e c i s i o n  Process," was l i m i t e d  t o  manufactur ing and was an assessment of 

t he  reasons f o r e i g n  f i r m s  have inves ted  f n  the  Un i ted  States, Alsb, the  

Wharton Schoo? I s  study, e n t i t l e d  "Foreign Investment i n  Pennsylvania , I '  

seemed t o  be o r i e n t e d  more toward gauging Pennsylvania 's compet i t iveness 

w i t h  o the r  States i n  a t t r a c t i n g  f o r e i g n  investment  than toward ana lyz ing  

the  impact o f  e x i s t i n g  investments. A d d i t i o n a l  pub1 i shed m a t e r i a l s  

examined and sources used are  I n  appendix I V .  

As a consequence o f  the l ack  o f  impact s tud ies ,  theor ies  abound, 

specul a t i o n s  e x i s t ,  and quest ions are ra ised ,  b u t  few suppor tab le con- 

c lus ions  have been reached through p r i v a t e  sec to r  s tud ies.  



CHAPTER 7 

EFFECTS OF FOREIGN INVESTMENTS 

We found ne, published studies as o f  December 1994 that would 

demonstrate the effect or impact o f  foreign Investments 

State, or local economies. The corasensu~ of opinion among our contacts 

at national and local levels was that for&ign investments particularly 

In manufacturing, were highly beneficial 

this consensus could provide lfttle concrete evidence to support their 

conclusions. 

national, 

However, the sources of  

Notwithstanding the lack of' studies, a number o f  observations on 

the potential impact o f  foreign investments can nevertheless be made. 

We believe that whether the effects are beneficial, detrimental, or; 

neutral would depend upon a range o f  factors including (1 ) investor 

motivations (2) type, magnitude, and location o f  investments and 

(3) methods of financing. Hsreover, the effects will differ at 

national, S t a t e ,  and local levels. 

PROBABLE EFFECTS AT STATE 
AND LOCAL LEVELS 

Investment in  nw manufacturing facilities is generally believed 

to mean more jobs and an improved t a x  base for the State and local 

economies. New plant faei? i t i e s - - w i t h  their potential for employment, 

production and consumption of paw materials and energy-general l y  have 

greater impact than fwvestments in such areas as real estate and recreation 

facilities. Moreoverp a new plant would tend to be o f  greater benefit 



t o  an economically depressed area than t o  an i n d u s t r i a l i z e d  regfon.  

HowewerP ilndilvildual f o r e i g n  Investments my have o n l y  n e g l i g l b l e  Impact 

on the  na t i ona l  economy. 

PROBABLE EFFECTS AT NATIONAL LEVEL 

Interest i n  f o r e i g n  investments a t  t he  n a t i o n a l  l e v e l  t r a d i t i o n a l l y  

has been focused on balance-of-payments e f f e c t s  r e s u l t i n g  from c a p i t a l  

f lows. Theore t i ca l l y ,  i f  investment c a p i t a l  comes f rom abroad, the  

hos t  country  has an immediate shor t - term b e n e f i t  from t h e  balance-of- 

payments s tandpoint .  Howevero a s  p r o f s ' t s  and i n t e r e s t  a re  r e p a t r i a t e d  

t o  the  home country  and exceed invested 

e f fec ts  u l t i m a t e l y  become adverse. The 

t h i s  theory, thus stands t o  face fu tu re  

cap! t a l ,  t he  ba l  ance-of-payments 

Uni ted States, accord iqg t o  

ba l  ance-of-payments problems. 

Investment f a c t o r s  o the r  than c a p i t a l  f lows,  however, a l so  a f fec t  

the  balance o f  payments. For example, much depends upon t he  impor t  

and expor t  a c t i v i t i e s  o f  t he  i nves to r  and upon whether a fo rmer ly  imported 

product  i s  now being produced for t he  domestic market. 

adverse ly  a f f e c t  t he  balance o f  payments w h i l e  p roduc t ion  fo r  expor t  

improves the  balance. 

Imports 

L i t t l e  data e x i s t s  For the foregoing fac to rs ,  b u t p  if investment 

impact on balance of payments i s  t o  be measured, these f a c t o r s  must 

be examined together  w i t h  such o t h e r  fundamental cons idera t ions  a5 

the ex ten t  t o  which investments are f inanced f rom domesta'c money markets 

and/or re inves ted  earnings. Also t o  be considered i n  any o v e r a l l  assess- 

ment would be t he  investment impact on envdronment, employment, comodity 
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past  have t r a d i t i o n a l l y  been p r o f i t  mot ivated:  

t o  ho ld  o r  increase t h e i r  shares o f  t r a d i t i o n a l  markets9 o r  t o  take 

they sought new markets, 

advantage o f  d i f f e r i n g  tax  laws and o ther  government regu la t i ons  - 
Faced w i t h  today's w r 1  d shortages however some inves to rs  a re  

doubtless seeking t o  i nsu re  t h e i r  home coun t r i es '  access t o  sourccs of 

food, energy, and o the r  scarce c o m o d i t i e s .  

be ing provided through fo rward-cont rac t ing  f o r  U ,S, f i r m s '  output  r a t h e r  

than through a c q u i s i t i o n  o f  p roduc t ion  f a c i l i t i e s .  

Some of t h i s  access i s  

A t imber i n d u s t r y  
;a,.. ','-' * 

; , . r  :<:if > . : '' r ep resen ta t i ve  t o l d  us t h a t  U . S .  f i r m s ,  when b i d d i n g  on tracts of 
- L  

t imberland, were occas iona l l y  financed by f o r e i g n  i n t e r e s t s  i n  r e t u r n  

f o r  expor t i ng  s t i p u l a t e d  q u a n t i t i e s  o f  the  t imber  c u t t i n g .  

i n d u s t r y  representa t ives  very r e l u c t a n t ,  however, t o  discuss i n fo rma t ion  

o f  t h i s  nature.  

We found 

Other count r ies ,  p r i n c i p a l l y  o i l - p roduc ing  coun t r i es  of the  

Middle East ,  a re  seeking t o  i n v e s t  surp lus o i l  revenues. As po in ted  
>' ,.*' .'.. 4- I  
L. %,,'.I ! 
*?%$ .. 'i ;.t:. y ,  o u t  by the  Chairman of t he  New York Stock Exchange, the bu lk  o f  these 

< 

f i n a n c i a l  resources w i  I I be government-control I ed e 1 

investment out1 e ts  sought w i  t h  these funds coul  d d i f f e r  cons iderably  

from those sought by p r i v a t e l y  owned funds. 

~ o n s e ~ e n t l ~  9 t h e  

Noreoverp there  a r i s e s  a 

Testimony before t h e  Subcorn i t tee on Fore ign Commerce and Tourism, 
Senate Corn i t t ee  on Comerce, Sept. 18, 1974. 



quest ion  of how a l e g a l  judgment rendered aga ins t  a fo re ign  government 

i n  a commercial t ransac t fon  csu'ld be enforced. Thus, p r i v a t e  

enterprdse would seem t o  be a t  a disadvantage i n  dea l i ng  w i t h  such 

inves tors .  

I t  i s  genera l l y  he ld  t h a t  o i l  producers l a c k  the  capac i ty  t o  

use t h e i r  revenues f o r  domestic consumption. 

funds i d l y ,  i t  would seem t h a t  they must u l t i m a t e l y  seek those investments 

i n  resources and i n d u s t r y  t h a t  w i l l  i nsu re  t h e i r  cont inued p r o s p e r i t y  

l ong  a f t e r  t h e i r  o i l  reserves a r e  exhausted. 

Rather than ho ld  excess 

The search for investment o p p o r t u n i t i e s  ~ o u l d ~  therefore,  seem 

l i k e l y  t o  extend across a number of na t i ona l  boundaries i n  a n r e f f o r t  

t o  d i v e r s i f y  ho ld ings i n t o  several key economic power bases. Investments 

adequately d i v e r s i f i e d  among a number of c o u n t i i e s  could then be used as 

a p r o t e c t i v e  hedge aga ins t  unfavorable ac t i ons  by 

The impos i t i on  o f  the  o i l  embargo aga ins t  

October 1973 demonstrates r a t h e r  c l e a r l y  t h a t  t h e  

producing coun t r i es  can subver t  economic goals  t o  

any s i n g l e  country .  

t he  Un i ted  States i n  

governments o f  o i l -  

p o l i t i c a l  o b j e c t i v e s  

which may be de t r imenta l  t o  U.S .  i n t e r e s t s .  A l so ,  t he re  has been a 

longstanding Arab boycott o f  U.S.  and o t h e r  western f i r m s  doing 

business w i t h  I s r a e l .  Thus, t h e  Un i ted  Sta tes  i s  caught between i t s  

d e s i r e  t o  promote an open wor ld  economy and S t s  d e s i r e  t o  avo id  o f f i -  

c i a l  or p r i v a t e  coo'peration w i t h  d i s c r i m i n a t i n g  Arab p o l i c i e s  i t  

disapproves. 

1 

While the  boycot t  has n o t  been t o t a l l y  e f f e c t i v e  over the  years ,  
i t s  s ta tus  i s  r e c e i v i n g  renewed a t t e n t i o n  ~ Q W  t h a t  increased o i l  
revenues may prov ide  the  leverage needed t o  o b t a i n  r e s u l t s .  Recent 
press articles have elited examples of U.S. and o the r  n a t i o n s '  f i r m s  
exhibiting less  i n t e r e s t  i n  trade and commerical r e l a t i o n s  w i t h  I s r a e l .  
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Moreoverp as U . S .  dependency on fo re ign  o i l  grows and as the  o i l -  

producing na t i ons  acqu i re  g rea te r  independence and l a t i t u d e  from 

accumulat jng s ~ l r p f u s  monetary reserves, an embargo o r  t h r e a t  o f  an 

embargo cou ld  be employed w i t h  g rea te r  i n t e n s i t y  and frequency and f o r  

a wider  v a r i e t y  of purposes. The r e p o r t  publ ished by the  House Banking 

and Currency C o r n i t t e e  (see p.  13 acknowledqes t h a t  t h e  t h r e a t  t o  t h e  

Un i ted  States f rom an em$arqo- -sar t i cu la r9 .~  Midd le  Eastern-- is  v e r v  r e a l  

indeed e 

That r e p o r t  a l s o  recommended t h a t ,  as a mat te r  of U.S. p o l i c y ,  o i l  

expo r t i ng  coun t r i es  should be a c t i v e l y  encouraged t o  i n v e s t  i n  the  Un i ted  

States,  p a r t i c u l a r l y  .In o i l - r e f f n i n g  and market ing f a c i l i t i e s .  The 

r a t i o n a l e  f o r  t h i s  suggest ion,  i n  a d d i t i o n  t o  m in im iz ing  immediate Falance- 

of-payments impact, seems t o  r e s t  on t h e  presumption t h a t  the  t h r e a t  o f  

e x p r o p r i a t i o n  of such investments cou ld  counteract  unfavorable ac ts  from 

abroad. However, i t  was acknowledged t h a t  t h i s  assumes t h a t :  

"* * * U.S .  w i l l  a c t  on t he  bas i s  of t he  economic t h r e a t  of 
fo re ign  o i l  on t h e  U . S .  economy a lone.  To t h e  ex ten t  t h a t  
t h e  U.S. acts  t o  ' b a i l  o u t '  a f r i e n d l y  o i l  consuming na t i on ,  
t h e  cos t  of do ing so  becomes an a d d i t i o n a l  economic burden 
on the  U.S. I g n o r i n g  t h i s  aspect of t h e  problem perhaps 
understates t h e  p o t e n t i a l  economic cos t  o f  an embargo t o  
t h e  Un i ted  States ." 
Not only can an ernbargo o r  i t s  t h r e a t  a c t  t o  in f luence the  Un i ted  States,  

b u t  i t  i s  a l s o  conceivable t h a t  t he  na tu re  o f  t h e  o i l - revenue  investments 

i n  oi l -consuming coun t r i es  could prov ide  o i l  producers w i t h  a d d i t i o n a l  

leverage w i th  hos t  govertlments. A d d f t i o n a l l y ,  o f 1  investments migh t  be 

i n  areas t h a t  cou ld  be used t o  c u r t a i l  U . S .  access t o  needed r a w  m a t e r i a l s  

o r  resources o t h e r  than o i l .  T h u s ,  r e s o r t i n g  t o  e x p r o p r i a t i o n  or o the r  

economic sanct ions aga ins t  o i  1 prsducers might  be e f f e c t i v e l y  precluded. 
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CCWCLUS IONS AND SUGGESTIONS 

The United States has  no registration or screening procedures t h a t  

w a l d  enable incoming foreign investments t o  be systematically tabulated 

and MOfIitOred. The mixture o f  informatian and s ta t is t ics  available a t  

national and State levels i s  not adequate for determining the extent o f  

such investments, either i n  general p r  i n  such specific areas as U.S.  

timber, mining, and agricultural businesses. Moreover, we could find no 

studies supporting the economlc benefits generally postulated fo r  foreign 

i nves men ts e 

Theoretically, investments f rom oil-producing countries can pro- 

vide a n  infusion of capital needed by U.S. industry a n d ,  a t  t h e  same time, 

provide some short-term relief f o r  the U.S. balance of payments. 

'long-term re'lief is  possible if  earnings are  continously reinvested. 

Even 

As oil country investments move from their present short-term 

1 iquid accounts i n t o  longer term capital investments, some officials 

t h i n k  the investors will acquire a vested interest in the U.S. economy 

and be reluctant to  take any act ion t h a t  would disrupt i t .  

the absence o f  supportable impact studies o f  foreign investments and r e l i -  

a b l e  analyses of  the pressures t h a t  can be brought t o  bear on friendly 

nations t o  Influence U.S. pol fcies, actively encouraging U.S. investments 

by oil-producing countries seems premature. 

ments i n  downstream oil faci l i t ies  o r  other energy areas would seem t o  

However, in 

Moreover, encouraging invest- 

provide even further leeway for monopol i s t j e  pricing. 

I f  there were some assurance t h a t  capital f l o w s  could be stabilized 

long enough For the United States t o  develop alternative energy resources, 

an active program of investment promotion m i g h t  prove worthwhile, Howevers 
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wi thou t  a r e l i a b l e  concept ion o f  the  nature,  ex ten t ,  and ef fects  of 

f o r e l g n  investment a e t l v i t i e s ,  i t  I s  exceedingly d i f f i c u l t ,  if not 

impossible, f ~ r  t he  execut ive  branch t o  develop n a t i o n a l  U.S.  p o l i c i e s  

on f o r e i g n  fnvestments. U n t i l  n a t i o n a l  p o l i c i e s  a re  developed, i n d i v i -  

dual  States can be expected t o  cont inue a c t i v e l y  seeking and promoting 

fo re ign  investments,  w i th  no awareness o f  whether these investments 

a r e  i n  the o v e r a l l  n a t i o n a l  interest . .  -- 
Consider ing the  l a c k  o f  r e l i a b l e  records and the  a c c e l e r a t i o n  of  

investments coming i n t o  the  Un i ted  States,  t h e r e  i s  a p ress ing  need t o  

develop a data base from which t h e  ex ten t  o f  these investments can be 

determined and t he  f i e l d s  o f  a c t l i v i t y  i d e n t i f i e d ,  There i s  a l so  a need 

fo r  s tud ies  t o  analyze import ,  expo r to  employment, and o the r  a c t i v i t i e s  

t o  t e s t  the  ac tua l  impact o f  these investments, w i t h  an o v e r a l l  h e w  

toward develop ing na t i ona l  p o l i c i e s .  

The Fore ign Investment Study Ac t  o f  1974 w i l l  h e l p  meet these 

needs. I t  should be no tedo however, t h a t  t h e  s tudy te rm ina t ion  da te  

(98 months f o l l o w i n g  enactment) migh t  n o t  a l l o w  s u f f i c i e n t  t ime For 

t e s t i n g  the  e f f e c t s  f rom o i l - revenue investments. Therefore,  agencies 

and con t rac to rs  making impact analyses for  the  o v e r a l l  s tudy should be 

m ind fu l  o f  poss ib le  d i f f e r i n g  e f f e c t s  from i n v e s t o r  mot iva t ions  when 

drawing t h e i r  conc lus ions.  

Th is  legislation a l s o  c a l l s  f o r  s tudv and recommendations on how 

in fomat ion  and s t a t i s t i c s  OR f o r e i g n  d i rec t - i nves tmen t  a c t i v i t i e s  can be 

kept  cur ren t .  Accomplishment o f  t h i s  o b j e c t i v e  migh t  be helped through 

n a t i o n a l  r e g i s t r a t i o n  and d i sc losu re  processes s i m i l a r  t o  those r e c e n t l y  

proposed i n  Senate B i l l s  3955 and 425. 

t h e  p rov i s ions  o f  Senate B i l l  425 cover o n l y  those corpora t ions  whose 

I t  should be noted, however!, t h a t  
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equ i t y  secu r i t i es  are pub1 i c l y  traded ., whereas Senate B I  I 'I 3955 appl i es  

t o  closed, p r i v a t e l y  he ld Corporations and such o the r  business e n t i t i e s  

as  t r u s t s ,  partnerships and J o i n t  ventures and r e a l  estate ownership. 

Another method tha t  might be considered would inc lude using the  

I n t e r n a l  Revenue Service, s ince i t  already obtains a considerable 

amount of i n f o m a t i o n  from U .S. business enterpr ises,  whether they 

operate as corporations, partnerships o r  sole propr ie torsh ips.  However, 

present in format ion co l l ec ted  on f o re ign  investments by the In te rna l  

Revenue Service would have t o  be expanded and some prov is ion would have 

t o  be made f o r  sharing t h i s  information w i t h  other U . S .  Government agencies. 
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country 
Of 

origin 

Belgium 

Canada 

Prance 

Germany 

Iran 

Italy 

Japan 

Ruwa i t 

Netherlands 

Saudi Arabia 

Svoden 

Switzerland 

United 
KingdOR 

Parent 
company 

Solvay and Cie 

Thompson Newspapers 
International.Nicke1 

Canadian Development 

USINOR 
Wichelin T i r e  Co. 

Boehringer Ingelheim, 

Ruhr kohle/verba 
AEG-Telefunken 
Bayer, A.G. 
Roechst, A.G. 

Roechst, A.G. 
Sul-Chemi, A.G. 
Knoll, A.G. 
BASP, A.G. 

Bank Melli Iran 

Co. of Canada, Ltd. 

Ltd. 

Olivetti Co. 

Yamaha Int'l. 
Yoshxda Vogyo 

Kalsha (YVR) 

APPENDIX I1 
EXAMPLES OF 1974 

FOREIGN INVESTHENTS 

IW TBE UNITED STATES (note a )  

---- Investment g c a  t ion 

Celaneee 

Speidel Nerspapers 

ESB, Inc. 
Texas Gulf 

Chessy Syatem, q c .  - 

- 
Appalachian Resources 

Cutter Labor ator ies 
Plationel Laboratories 

- 

Corp. 

Chemetron toys - - 
Grunman Corp. (loan) 
OfEice building 
Land 

Everett Piano Co. 

Daiwabo Spinning Wills - 
natsushita 
Tokyo Pulp Co. 
Ataka American, Inc. 
Uitsubishi Int'l 

Corp./Soko Seiren - 
rr1tsui 

P a t  o r ol a 
Pulp plant 
Auburn Steel Co. Inc. 
Somitex Prints of 

Calif., Inc. 
Sheraton Waiklka, 
Royal Bawaiian, and 
Sheraton Maui Hotels 
American Metals 

C1 imax 

- - 
- 

North American 
Phil ips 

Dutch AR20 
Rolec, NV 

AB Elecerolux 

Vol w) 

Walter Halfner 

Cibo-Geigy 
Bruderer, A.G. 

Em1 
General Engineering, 

Cont ronv inci & 
 etat tee 

British Petroleum 
Bird Group 
Barclays Dank 

Bolding, A.G.' 

Ltd. 

Bote1 and shop- 

bcreational Land 
La w3 
Land 
Feedlot operation 

ping area 

uaganovox - - 
Land 
Industrial park 
Bote1 
Dwelopment company 

National Union 
Elect e i c - 

Wyly Corp.. Oata 
Tranesieeion Co. 

Airwick Industries 

Electron Technology 

- 

- 
Office building 
Signal Oil 6 Ga5 co. 
Pack Icon 5 Metal Co. 
Pirot Westchsster Bonk 

Pa. - 
W. Va. 
S.C. 

Conn . 
Conn. 
Calif. 

FIB. 
Tex. 

N.J. 

- 

- 
- 
- 

N.Y .  
Ariz. 

Pa. 

Hich. 

Cdllf. 
Tex. 
111. 
Idaho 
N.Y. 

Calif. 

flawaii 

- 

Ga . 
S.C. 
Calif. w - 
Idaho 

Ten. 
N.Y. 

Calif. 
Utah 
MeV.  
A r i Z .  

Conn. 
Va , 

Tex . 
Ala. 

N.J. 

Ccnn . 
FI.Y. 

Va . 
N.Y. 

- 

I 

1914 - 
sept. 

NO V  . 
July 
Feb. 

Aug . 
Feb. 

Sept. 
NOV . 
July 
July 

Auq. 
Sept. 
Sept . 
Sept. 
oct. 

oct. 
M aY 
June 

July 

July 

July 
Aug . 
June 
Sept. 

June 

Aug . 
Jan. 

June 
Sept. 
June 
June 
June 

Sept. 
July 
Apr . 
June 

June 
- 
- 
Aug . 
Peb. 

Oct.  
Aug . 
Nay 

Oct . 
July 

July 
Jan.  
Aug . 
Aug . 

Amount 

$ 80.0 Chemicals 

( Ll&cs_ 1 Pro_*:! 

160.2  Newspaper publications 

235.0 Battery 
240.0 - 
33.0 Coal mining 

175.0 Tires 

- Pharmaceutical9 

- EleCtrOniCS 
25.0 

- Pharmeceuticalfl 

Pharmaceuticnl8 
250.0 Chemicals 

Chemicala - Chernico 1s 
800.0  pharmaceuticals 

- 

75.0 Aircraft manufacturing - - - 
- Typewriters 

- -Piano0 

z1ppcrs 
Te I t i 188 - 

100.0 Electronics 
25.0 Woodr Wper 
35.0 steel 

1.2 Pabrico 

105.0 

125.0 uining 

160.2 electronics - Cheaacala - Machinery 

- 
250.0  - 

70.0  - 
9.2 Land nnd cattle 

- Blectronico 
100.0 RutomObAl~Q 

30.0 ~ n t a  comunicertlons - .. - Machinery 

.6 8loceronics 

- w i r e  mnutacturing 

- - 
480.0 Crud@ Oil EUppllee - W r a p  proceasing - Banking 

J/ This list le a representative sampling and is by no m a n 8  complete. 



Fore 

SUMMARY OF U.S. RESTRICTIONS ON 

gn investments i n  c e r t a i n  s e n s i t  

FOREIGN INVESTMENT 

ve i n d u s t r i e s  i n  t h e  Un i ted  

States are  r e s t r f c t e d  or p r o h i b i t e d  by Federal  law. These i n d u s t r i e s - -  

communications, a v i a t i o n ,  coas ta l  and f resh  water  sh ipp ing,  e x p l o i t a t i o n  

o f  p u b l i c  lands, h y d r o e l e c t r i c  power, and atomic energy--are considered 

v i t a l  t o  t h e  n a t i o n a l  i n t e r e s t .  

There a r e  a d m i n i s t r a t i v e  r e s t r i c t i o n s  on f o r e i g n  ownership i n  f i rms 

engaged i n  U.S.  Government con t rac t i ng ,  and f o r e i g n  banks may no t  be 

members o f  t h e  Federal Reserve System and/or t h e  Federal  Deposi t  Insurance 

Corporat ion.  

fo re ign  ownership i n  a domestic member bank. 

1814.) * 

COMMUFI 1 CAT IONS 

There i s ,  however, no l i m i t a t i o n  on t h e  percentage o f  

(12 U.S.C. 321, 1813, and 

Forefgn-owned or c o n t r o l l e d  corpora t ions  may no t  be l i censed  t o  

operate an inst rument  f o r  t h e  t ransmiss ion of communications. A corpo- 

r a t i o n  i s  considered foreign-owned if a d i r e c t o r  o r  o f f i c e r  i s  an a l i e n ,  

if more than o n e - f i f t k  o f  i t s  c a p i t a l  s tock  i s  owned by a l i e n s ,  o r  if i t  

i s  s e t  up under t h e  laws o f  another count ry .  

government be l i censed.  The co rpo ra t i on  i s  considered f o r e i g n - c o n t r o l l e d  

if one-fourth of i t s  c a p i t a l  s tock  i s  owned by f o r e i g n  i n t e r e s t s .  

(47  U .S .C .  310.) 

AVIATION 

Ne i the r  may a f o re ign  

The r e g i s t r a t i o n  of a i r c r a f t  i s  l i m i t e d  t o  U.S.  c i t i z e n s  or  U.S .  

corpora t ions  i n  which U . S .  c i t i z e n s  c o n s t i t u t e  a t  l e a s t  two- th i rds  of 

t h e  d i r e c t o r s h i p  and own a t  l e a s t  75 percent  o f  t h e  s tock .  Some 
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exceptions a l l ow  fo re fgn - reg is te red  a i r c r a f t  t o  operate w i t h i n  the Un i ted  

States when rec ip roca l  p r iv i leges  a re  extended t o  U.S .  a i r c r a f t  by t h e  

country  of r e g i s t r a t i o n ,  b u t  these operat ions a re  n o t  t o  i nc lude  i n t r a -  

country  movement of goods o r  passengers, 

COASTAL AND FRESH WATER SHIPPING 

(49 U.S .C .  1301 $ 1401 and 1508.) 

Only U.S. c i t i z e n s  may own vessels qonducting sh ipp ing  operat ions 

i n  t h e  Un i ted  States o r  between t h e  Un i ted  States and i t s  t e r r i t o r i e s ,  

even if t h e  goods a r e  shipped v i a  a fo re ign  p o r t .  

b u i l t  and r e g i s t e r e d  i n  t h e  Un i ted  States. 

The vessels must be 

I f  r e c i p r o c i t y  i s  granted by a f o r e i g n  country ,  t h a t  coun t ry ' s  

vessels may be granted an exemption by the  Uni ted States,  p e r m i t t i n g  

i n t e r c o a s t a l  t r a n s p o r t a t i o n  o f  empty i t emsp  such as barges o r  tanks. 

(46 U.S.C. 883.) 

ACQUISITION OR LEASING OF PUBLIC LANDS 

Pub l i c  o r  Federal-owned lands may be t rans fer red  o r  leased only 

by U.S. c i t i z e n s  o r  persons who have declared t h e i r  i n t e n t  t o  become 

U.S .  c i t i z e n s ,  by par tnersh ips o r  assoc iat ions whose members are U.S. 

c i t i z e n s  I o r  by corpora t ions  domest ica l l y  incorpora ted .  Foreign 

i n d i v i d u a l s  or assoc ia t ions  could form or  acqu i re  a domestic co rpo ra t i on  

and q u a l i f y  t o  lease o r  own p u b l i c  ?an& prov ided t h e i r  country  of o r i g i n  

granted r e c i p r o c a l  p r i v i l e g e s  t o  U.S. c i t i z e n s  and assoc ia t ions  a 

1501-1508 and 43 U.S.C.  682a-e.) 

(48 U.S .C .  

I 

Somewhat s i m i l a r  p rov is ions  apply  t o  a c q u i s i t i o n  of l eas ing  r i g h t s  

t o  minera l  deposi ts  on p u b l i c  lands. (30 U.S.C. 22, 24, 71, 181, and 352.) 

Laws governing the  t r a n s f e r  o f  p r i v a t e  o r  State-owned lands r e s t  

w i t h  t h e  i n d i v l d u a l  States. 
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HYDROELECTRIC POWER 

Development o f  hydroelectric power projects on navigable U .S. streams 

may be undertaken only by U.S.  citizens or domestic corporations. 

t h e  l a w  does not prohibit foreign ownership or  control of suck domestic 

corporations. (16 U.S.C. 797e.) 

ATOMIC ENERGY 

However, 

Foreign-owned or controlled corporations may not be granted licenses 

to operate atomic energy utilization or production facilities. (42 U.S.C.  

2133.) 

GOVERNMENT CONTRACTING 

In awarding Government contracts, no distinction is made between U.S. 

contractors on the basis of their foreign or domestic ownership 0-P control. 

However, security clearances may be required for the contractor's personnel, 

and most foreign nationals are ineligible f o r  security clearances. 

Defense contractors voluntarily submit certificates of foreign 

affiliation, but no special procedures exist to verify t h i s  information. 

Although penalties can be imposed for false statements, it i s  difficult 

t o  ascertain the extent to which voting stock i s  in fact owned o r  

controlled by non-citizens since stock can be held in any name. 

(Department o f  Defense Industrial Security Regulation DQD 5220. 22-R.) 
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